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For the second time this year our real estate ac- 
REAL ESTATE ACTIVITY tivity index has faltered slightly. In September it 

dropped from 48.4 to 46.4 points above the long- 
range computed normal. It is possible that this small drop is largely attributable 
to the July tightening of FHA-VA credit terms. It is almost a certainty that na- 
tionally, real estate activity will once more begin to decline. Guessing what local 
real estate activity will be is much more difficult. As the government moves deeper 
into the real estate and housing field the picture grows more and more complicated. 
The new credit terms now in force could start renewed real estate booms in any 
city with a tight housing supply. Existing houses, or those started prior to August 3, 
1950, could easily and quickly become more marketable because they can be pur- 
chased on more lenient terms than new homes. The sale of new homes in the lower 
price brackets could experience a rise in volume because of their relatively easy 
credit terms. A city that now has a fairly comfortable housing supply could become 
crowded virtually overnight as defense plants draw workers into the area. Com- 
plicating the picture even further is the probability of renewed or increased rent 
controls, and the possibility that credit curbs will be applied to all real estate trans- 
actions. 


Although our guess is that the national activity index will move down, we could 
be wrong. Real estate activity reached its record-breaking peak of 86 points above 
normal in May 1946, and we all remember that in doing so it had relatively little help 
from the sale of new homes. 


On the local scene the situation may not be so bad as it seems. In a few weeks 
some of the clouds will roll back and possible future trends may be easier to pick 
out. 


During the month of August the national real es- 
REAL ESTATE tate mortgage index dropped slightly from 202.8 to 
MORTGAGE ACTIVITY 201.5. As in the case of real estate activity, we 

expect this index to continue to drop. It is also 
difficult to guess to what extent mortgage activity will be curtailed as a result of the 
new credit curbs. To be sure, activity in financing new residences will be cut back 
drastically on a national basis. Local declines in activity, however, are going to 
be considerably influenced by the strength of the market for older homes and by the 
production of low-cost new homes. 





For several years we have advanced the theory that loose real estate credit was 
(cont. on page 479) 
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(cont. from page 477) 
one of the chief contributors to inflation in general and to rising construction costs 
in particular. As much as we dislike controls of any kind, we believe that those 
recently imposed are going to be beneficial in the long run. They will probably 
bring about a slow decline now, which will forestall a rapid and potentially more 
dangerous drop later on. 


In the last five years the outstanding mortgage debt on 1- to 4-family homes has 
more than doubled. Although it rose rapidly during the 1945-1949 period, climbing 
from $19.2 billion to $37.2 billion, its rate of increase during 1950 has been even 
more spectacular. The country, now committed to a prolonged and strenuous rearm- 
ament program, faces a very real and deadly threat from inflation. The inflation to 
be feared is that which develops as the supply of money and credit increases at a 
more rapid rate than does the production of goods. Although our total production 
will increase, a substantial portion of it will be war materials, and it is doubtful that 
production of consumer goods will be able to keep pace with the rise in the money and 
credit supply. 


We have three choices in dealing with this danger. 


1. We can ignore it, which we believe would lead to disaster. 2. We can treat 
its symptoms with price and wage controls which may work temporarily in time of 
war, but which are of doubtful value throughout such a prolonged period as we appar- 
ently face. 3. We can attempt to choke it off at its source by shrinking purchasing 
power by limiting credit. 


The recent restrictions on real estate credit are only one way in which this 
method may be applied. We all realize that Regulation W is another. Still another 
way to restrict credit is to raise the reserve requirements of commercial banks and 
savings banks. By requiring larger reserves, the government could cut down on 
the size and number of bank loans. While this method is receiving study, it is an 
extremely delicate problem and must be handled with great skill and finesse to avoid 
throwing our entire economy into a tailspin. 


Another effective method for fighting inflation is to raise taxes, providing they 
are not raised to the point where they destroy incentive. Needless to say, we are 
ying to receive some pretty stiff tax jolts in addition to the one we have already had. 

H and in hand with increased taxes should go a decrease in unnecessary government 
spending. The entire country is being alternately entreated and threatened to forego 
unnecessary expenditures - to tighten its belt - to get into fighting trim - and stay 


that way. Certainly we have the right to demand the same sacrifices from our gov- 
ernment. 


During September the foreclosure index declined 
FORECLOSURES from 6.2 to 6.0 foreclosures per 100, 000 nonfarm 
families. This is still too low to be of any partic- 


ular significance. 


The continued and slowly rising inflation and the prospects of more to come 
lead to the conclusion that a good many unsound loans of one to five years ago will 
(cont. on page 484) 
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FACTORS OF INFLATION 


HE blue dashed line on the chart below shows the trend of the consumers’ 
| price index from 1919 to the present. (Note: Base period for this chart is 
1919-1925; most present government indexes use 1935-1939 base.) Since 
1940. it has risen more than 70%. This is our most accurate measure of inflation. 


The solid blue line represents the continued rising trend in the production of 
nondurable goods. We have shown nondurable goods rather than total production be- 
cause most of the items in the consumers’ price index are nondurable items. The 


continued powerful rise in the production of nondurable goods is the chief reason 
why inflation has not been worse. 


The red lines on the chart show what has happened to the two chief sources of 
inflation. The high level of the solid red line, “money in use per capita,” is largely 
a result of the enormous expansion of credit in the last 10 or 12 years. It is almost 
back to its all-time high reached in 1946. The dashed red line shows the velocity 
of turnover of our “money in use.” In 1945 and 1946 it was at a very low level. In 
the last four years, however, the rate has picked up considerably. 


If the country is successful in building up deflationary influences while at the 
same time holding such inflationary factors as the money supply and velocity of 
turnover in check, we may get by without a hodge-podge of direct controls over 
wages and prices. At present, however, it is touch and go. 


FACTORS OF INFLATION 
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REAL WAGES NEAR NEW PEAK 


VEN with mounting taxes and slowly climbing inflation the average wage 

5 earner is a shade over 20% better off (financially) than he was in 1938. The 

chart above shows that “real wages” are higher now than ever before. By 

“real wages” we mean the purchasing power of a week’s work. They are the re- 

sult of dividing the money wage index by the cost of living index. The result is the 

line on the chart above. The red line shows what real wages are after Federal in- 
come taxes are deducted. 


Whenever prices are moving up faster than money wages, real wages will drop, 
as shown by the line running from 1944 through 1947, but when money wages are 
rising faster than prices, “real wages” will rise. Thus we can see that despite all 
claims to the contrary, money wages have climbed considerably faster than have 


prices. 


Of course, the important line to watch on this chart is the red line. The October 
| tax boost made a slight nick in it. Our guess is that it will climb slowly or perhaps 
| level off in the next few months. Its behavior is rigidly controlled by the rise and 
fall of wages, prices and taxes. All three are going to move up. If prices and taxes 
rise faster, the red line will dip; if wages rise faster than prices and taxes, the red 
line will resume its journey toward ever higher levels. 

















(cont. from page 479) 
work out satisfactorily. This factor, coupled with the easy payments and long terms 
of most loans, makes the foreclosure problem much less fearsome than it was 15 to 
20 years ago. The eventual rise in foreclosures will, therefore, not go nearly so 
high as did the terrible wave in the mid-thirties. 


For the time being it is nolonger necessary for us 
RESIDENTIAL CONSTRUC- to guess the annual amount of residential construc- 
TION VOLUME AND COSTS ___ tion. We all know now that the government wants 

from 800, 000 to 850, 000 units next year. The guess 
now is whether this goal can be achieved under the present restrictions, but even 
this guess is not too important because the builders have been assured of that much 
volume even though it means loosening up the controls. 


Furthermore, the executive order calling for them admonished the Federal Re- 
serve Board to be certain the controls were stringent enough to get the job done. 
The implication was that it would be better to “over-control” at the outset on the 
theory that controls are easier to loosen than tighten. 


Naturally, volume will be down for the balance of the year and for some time to 
come. How much 1950 will suffer will depend in some measure on how considerate 
the FRB will be in waiving the restrictions on the basis of claims of “hardship.” 
Our opinion is that most builders and lenders who have been trapped between dates 
(August 3-October 12, 1950) are going to receive sympathetic treatment in having the 
requirements waived. 


Construction costs are still rising (see tables on page 478), but we believe that 
the decreasing volume will make possible a decline in the near future. We do not 
look for any drastic declines any time soon. 














